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Honorable Magalie Roman Salas
Secretary
Office of the Secretary
Federal Communications Commission
1919 M Street, N.W.
Room 222
Washington, D.C. 20554

Re: The North Carolina Utilities Commission's Forward-Looking Economic C~~~t~~iey'
on Reconsideration filed in compliance with CC Docket No. 97-160an~

Dear Secretary Salas:

With respect to the above subject matter, enclosed are WordPerfect documents and
Excel spreadsheets representing the forward-looking economic cost (FLEC) studies
proposed on Reconsideration by the North Carolina Utilities Commission. On July 2, 1998,
the North Carolina Utilities Commission issued its Order on Reconsideration in its FLEC
docket. The North Carolina Utilities Commission revised decisions on the following issues:

(1 ) Depreciation;
(2) Structure Sharing; and
(3) Cable Sizing Factor input for distribution cable for Carolina Telephone and

Telegraph Company and Central Telephone Company.

The North Carolina Utilities Commission is re-filing its documents as required in the
FCC's Public Notice DA 98-217 released February 27,1998.

The following t,n, 3.5", REVISED diskettes are included:

1. FLEC Study for BellSouth Telecommunications. Inc. (BellSouth):

Disk 1 of 1 contains the REVISED input and output files of the stUdy in Excel
and Comma Separated Variable (CSV) and the REVISED text documentt>

. No. 01 Copies rec'd, _
430 North Salisbury Street • Raleigh, North carolina~ 3 C0 e.

Telephone No: (919) 733-4249
F8CIIimll8 No: 1919\ 733-7300



WordPerfect 6.1, as included in the following files:

(a) ncorde-2.xls
(b) ncorde-1.xls
(c) ncordr-1.csv
(d) revtbell.wpd (REVISED text document in WordPerfect 6.1)

2. FLEC Study for Carolina Telephone and Telegraph Company (Carolina):

Disk 1 of 3 contains the REVISED output reports and the inputs of the study
in Excel and CSV, as included in the following files:

(a) cttout.xls
(b) manual.csv

Disk 2 of 3 contains the REVIlED inputs files and access lines by wire
center, as included in the following files:

(a) cttinput.xls
(b) cttlines.csv

Disk 3 of 3 contains the REVISED lines for each wire center and the text
document in WordPerfect 6.1, as included in the following files:

(a> cttlines.wp
(b) cttlines.doc
(c) revttc&c.wpd (REVISED text document in WordPerfect 6.1)

. 3. flEe Stygy,.for Central I.!IJQhone ComP8ny (Central):

Disk 1 of 3 contains the REVISED output reports and the inputs of the study
in Excel and CSV, as included in the following files:

(a) centout.xls
(b) manual.csv

Disk 2 of 3 contains the REVIlED inputs files and access lines by wire
center, as included in the following files:

(a) centli-1.C8V
(b). centin-1.xls

Disk 3 of 3 contains the REVISED lines for each wire center and the text
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document in WordPerfect 6.1, as included in the following files:

(a> centli-1'.doc
(b) centli-1.wp
(c) revttc&c.wpd (REVISED text document in WordPerfect 6.1)

4. FLEC Study for GTE South. IncorPorated (GTe}:

Disk 1 of 2 contains the REVISED input file of the study in Excel, as included
in the following file:

(a) inputnc.xls

Disk 2 of 2 contains the REVIlED output files of the study in Excel and the
text document in WordPerfect 6.1, as included in the following files:

<a) reportnc.xls
(b) inputnc.csv
(c) revtgte.wpd (REVISED text document in WordPerfect 6.1)-

Additionally, enclosed is a hard copy of the North Carolina Utilities Commission's
Order on Reconsideration issued in Docket No. P-100, Sub 133b on July 2, 1998. The
Order is also included on a 3.5" diskette labeled "N.C. FLEC Order on Reconsideration­
in WordPerfect 6.1.

Thank you for your consideration of the Commission's FLEC studies adopted on
reconsideration for BeIlSouth, Carolina/Central, and GTE.

Sincerely,

ffl.AtyVf\JS~~~

Jo Anne Sanford, Chair

Enclosures: Ten 3.5" diskettes
Hard copy of Commission's Order on Reconsideration

cc: Sheryl "todd with ten 3.5" diskettes and hard copy of Commission's Order
on Reconsideration

Geneva .Thigpen with hard copy of revised text documents
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STATE OF NORTH CAROLINA
UTIUTII!I COMMl8lION"

RALEIGH

DOCKET NO. P-100, SUB 133b

}
}
)

In the Matter of
EstabliShment of Universa' Support
Mechanisms Pursuant to Section 254
of the Telecommunications Ad. of 19ge

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION RE{~Fi\/S::D

AUC'1t,QQA
OROl!lrGN1",'AJL ~..... #

RECONSIOERATIONUO~

BY THE COMMISSION: On April 20, 1998, the Commission issued an Order.--
Adopting FOI'WIIf'd-Looking Economic Cost (FLEC) Model and Inputs. On April 30, 1998,-
BenSouth Telecommunications, Inc. (BenSouth), Carolina Telephone and Telegraph
Company (Carolina)/Central Telephone Company (Central), and GTE South, Inc. (GTE)
(jointly ret'etred to as the ina.rnbent local exch8nge cornp.-ties or ILECs) filed their revised
FLEC studies as required by the Commission Order.

~ On May 7I 1998, BelISouth filed ita Motion for Reconsideration with the
Commission. On May B, 1998, the Public Staff filed its Comments on the revised FLEC
studies. Also on May 8, 1998. AT&T Communications of the Southern States, Inc. (AT&n
filed its Response to BeUSouth's Revised Benchmark Cost Proxy Model (SCPM) 3.1 Cost
Study which the Commission will treat as a Motion for Reconsideration.

The Commission issued an Order on May 13, 1998 requiring the ILECs to revise
their cost studies to reflect the recommendations of the Public Staff as set forth in its May
8, 1998 Comments. On M.y 14. 1998, GTE filed its Motion for Reconsideration. The
Public Staff filed further Comments on May 15, 1998. Carolina/Central, on May 18, 1998,
filed their Motion for Reconsideration. The Commission issued an Order on May 19. 199B,
soliciting comments and reply comments on the four Motions for Reconsideration that had
been filed with the Commission. Comments were filed by the Attomey General. AT&T,
BeUSouth, the North Carolina Cable Telecommunications Association (NCCTA), and the
Public Staff. Reply comments were filed by AT&T and Carolina/Central.

Based upon a careful consideration of the entire record in this proceeding, the
Commission now makes the following

FINDINGS OF FACT ..
1. It is appropriate to deny GTE's Motion for Reconsideration on the issue of

expense inputs.



2. It is appropriate to deny GTE's Motion for Reconsideration on the issue of
material, installation, and switching.

3. It is appropriate to deny GTE's Motion for Reconsideration on the issue of
support ratios.,."" .. ,~ _

4. It islPPIopritIte to deny BelISauth'. and GTE'. MotionI for~
on the issue of structure sh"ng and require BelISouth and GTE to UN the structure
sharing percentllges proposed by Carolina/Central as inputs into the BCPM 3.1. It is
appropriate to prt CaroIln&lCentral's Motion for Reconsideration on the iaaue of structure
sharing.

5. It is appropriate to grant Carolina/Central's Motion for Reconsideration on
the issue of the cable siZing factor.

6. It is apprcpriIIte to grant AT&Ts Motia'1 for Reconsideration and deny GTE's
Motion for Reconsideration on the issue of depreciation.

7. It is appropriate to deny GTE's Motion for Reconsideration on the iaue of
cost of capital.

DllCUSIION OF EVIDENCE AND CONCLUSIONS

QomrnIIIIon 0rsIIG The Commission concluded, in Section 3(b) on page 22 of its Order
Adopting FLEC Model and Inputs (hereinafter referred to aa Commiaion Order or FLEC
Order) dated April 20, 1998, that the expense input adjustments proposed by the Public
Staff were reasonable and appropriate and that GTE should make appropriate revision~

to its co~t studies as follows:

1. Adjust per line expenses to reflect the number of accea lines shown in GTE's
1996 Annual Report (36e,794).

2. Adjust GTE's per line amount for General Support expense to reflect the change
in investment support.

3. Adjust GTE's per line amount for Services expenses to universal service to
reflect the per Jine expense amount used by Carolina/Central for Services expenses to
universal service.

4. Adjust GTE"s Poles expense to refled the Poles expense amount used by
Carolina/Central. . .
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5. Adjuat GTE's Aerial Fiber Clble expense to retlect the same relationship with
GTE's Aerial Copper Cable that exists between Carolina/Central's Aertal Fiber Cable and
its Aerial Copper Cable.

I,, .

6. Adjust GTE's Buried Copper C8bte expense input to j eftect the SM'I8l'81ationlhip
with GTE's Buried Copper CIIbIe that exIstI between c.otlnaICentraI's Buried FiberCable
and its Buried Copper cable.

mil In the Commiaian Order, the Commission adopted the Public swrs
proposal that the number of access lines in service as shaNn in GTE's 1996 Annual Report
(386,794) was the approprtate n\l'T1ber of acce.slines which should be used to obtain the
desired per line expense amount. In Its Motion for Reconsideration, GTE argued that the
Commission's use of 366,794 access lines for calculating per line expenses for GTE
overstated the number of access lines and, therefore, understated GTE's per line
expenses. GTE contended that the Public Statrs calculation of 325,857 based on access
line data for each wire center is the correctn~ of access lines which should be used
for purposes of calculating per line expenses in this docket.

The Commiuion Order alia concluded that cert8in of the inputs propoMd by GTE
reftected what appeared to be unreasonable aseumptions and adopted the Public Stairs
proposal that, given the similarities between the operating condition. of GTE and
CaroUnalCentnlI, certain expense inputs used by CarollnalCentrai \\W'8 reasonable for UN
in GTE's ~ice area. In its Motion for Reconsideration, GTE cont.,ded that it is GTE's
cost that must be the basis for calculating the cost of providing service in the Company's
serving area in North Carolina and where GTE has provided company-specific inputs, they
should be used.

GTE further requested that the Commission reconsider its finding that GTE's cost
study included an unreasonably high allocation of Services expenses to universal service.
GTE stated that it believes this is in error. GTE argued that the expenses submitted for
GTE should be used and, accordingly, the Commission should reconsider its decision with
regard to this issue. Use of GTE-specific costs is the only way to ensure that GTE's
forward-looking economic costs are calculated correctly, and thereby ensure that the
universal service fund is properly sized.

INITlAL COMMENTS

NCCTA: The NCCTA recommended that the Commission deny BelISouth's, GTE's,
and Carolina/Central's Motions for Reconsideration in their entirew. The NCCTA argued
that the Commission Order reflects careful analysis of a mountain of written and oral
evidence and that none' of the issues raised by the ILEes in their Motions for
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Reccnsideration raise new evidence or other matters which were not fully debated dUring
the proceeding.. .. ._ . ,.

PU8LIC STAFF: The Public Staff stated that it does not agree with GTE's request
ttwt the lower runber of ace••• I... in -.vice RJuId .. L.-d in the~ of the
....inp* that..CIIcuIated'an aper line bMia. The IlPPfOPriate number of1cCeii. . ...
I...which Ihould be uaed to determine the expense inputs th8t.. catcu..lId on a per .•• :.
line bail should be the number reftected in GTE's 1996 Annual Report.

.. '.
~. ~ , . " .:. .

The Public Staff further disagreed with GTE's request for reconsideration of the
Commi.ion's finding that certain of ita COlt study inputs should be replaced with inPuts
derived from CaroIiNtlC-m-a1.

RI!PLY COMMENTS

No party filed Reply Comments on this iSlue.

DlICUIIION

GTE argued that it will be unable to recover the universal service expense unless
the Commiaaion recalculat. GTE's per line expenaM UIing the actutd ecDSIline data
for each wire center of 325,857. GTE stated that the 386,794 accesl I.... in .-vice in
North Carolina as shown in GTE's Annual Report can be milleading becauM it induc:Iee
apprtDCirnIItal40,OOO c:twwW equivalents from nonawitched special eccesa lines. n­
c::twntl~.. not the....a rwrowband loop, a1d they are. not ret-.nt for
estimating the per line expense calcuilltions discussed twit. Including nanawitched
special access lines on a channel equivalent basis artificiallyi~ the count of
access lines, thereby dea'8asing the per line costs. Insteed, a count of the "physicallina"
should be used..GTE explained that nonswitched special access generally refers to OS1.
and OS3 connections between high volume long distance end users and long distance
carriers. 'OS1 and DS3 ctw\nels are not uaed to provide access lin.. for the provision of
plain old tetephone service (POTS) and they should not be included in the determination
of the number of access lines in this proceeding.

GTE contended that inclusion of these channel equivalents in calculating the per
line costs will result, for a number of reasons, in a fundamental unfaim.. to GTE. First,
GTE believes that B&tISouth uses total physical lines rather than channel equivalents. In
addition, GTE is informed and believes that in the cue of Carolina/Central, the number
of channel equivalents, even if included, would be de minimis compared to total physical
access lines. GTE stated that including channel equivalents ia particulwly inequitable to
GTE because of the large number of businesses who purchase DS1 and DS3 service in
the Research Triangle Park. Further, GTE contended that including channel equivalents
in the calculation of the per Hne expense has the same effect as simply removing expenses
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from universal service categories and reeuigning thOle DPen- to OS1 and OS3
servic:8l. This is a clear viollltlon of Section 254 of the Telecommunications Aa of 1996
(the Act) since the purpose of Section 254 i. to remove implicit aubaidle8from extsting
tantred ndeI. Moreover, even if it were not an implicit IUbaidy, GTE could not l'8COVer
th.- expenIM. The price cap pI8n CU'IW1tIy in etrect for GTE precludes a price increase
suIIcient to recover theM addItlonaI expenIM. GTE requested that the Commission use
325,857 as the correct number of aecea. linea for univerlalaervice fund purposes.

GTE contended that the CommiUion's finding that G'fE1s =-t. study included an
u~ high allocation of Servicea expenaea to universal service is in error. GTE
.-.d that it employed a total .-vice long.n.an inaementaI cost (TSlRIC) based allocation
meIhodaIogy far • number of expense accounts, while C.-olin8lCentnlll....Yemployed
a separattona b....s allac.tton methodology. Although individual lCCOunt reeults would
reMONIbIy be expected to very, in this instance the proper inquiry should be whether total
oper8ting expen_ - and not .ingl. account - properly renect the costa of providing
unMrIaI MNice. The CMInIII per line operating expense of $14.416 for GTE is $2.15 I_
than the S16.61 found appropriate for CarolinalCentraI, due in large part to the
pick~ coat per line approach inclucted in the Order.

The Public Staff stated that it does not ag.... that the 325,857 accau linea found
to be appropriate for deten'nining the network design n investment costs should be UMd
for GTE's expenses. Unlike the other ILECs, GTE proposed no adjustments in its COtIt
study to rIIfIect expen_ on a forward-looking bM.. In8lad, GTE used its 1_
expert•••• the balia for.... ihpuLt that are calculal8d on a per line besis. By Uling
the lower accesaline count to calculate these per line expense inputs, GTE is ........,y
advocating the use of historical colts to calculate the 8)q:)8nse associated with universal
service on a forward-1ooking basis. The Public Staff stated it found this inappropriate.
Using a line count of 366,794 and the 1996 expense levels, as provided in the
Commission's Order, results in an adjustment of approximately 11 % to the affected 1995
expenses to reflect forward-looking efficiencies.

The Public Staff noted GTE's assertions th~ the·proper inquiry should be wt\ether
total operating expeneea are appropriate rather than expense. in a single account.
Moreover, GTE asserts that where it has provided company-specific inputs, they should
be used, because they contain implicit subsidies based on actual costs and the Act
requires that implicit subsidies be made explicit. In response to these assertions, the
Public Staff stated that th.... i. nothing in the Ad that guarantees an ILEC recovery of
embedded coats or thet prohibits a state commission from reviewing an IlEC's costs for
reasonableness, either in the aggregate or by specific account, before using them to
determine the costs of an efficient provider in the ILEC's service territory. Because the
Commission is required to determine the costs of an efficient provider in an IlEC's service
tenitory, the Public Staff,believes that the Commission has an obligation to ascertain the
reasonableness of the proposed inputs. Comparing GTE's overall per line operating
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expense to that found r88lOMble for the combined operationa of c.olin.,Central is no
more valid than comparing it to BettSouth's, which is $3.80 lower than GTE's.

The Ccmmt••lon tIndI no fT*it in GTE's Motion that would eupport., amendr.aent .'."
to the Commission Order in this~. ~ " . .

CONCLUIION8

. BMed upon the Comments submitted by the Public' Staff, the Commission
concIudeI that it is appropriate to deny GTE's Motion for Reconaidenltian~ing this
issue. .

.....UlIltllIllIDi.· The Commission concluded, in Section.
3(d) on page 26 of the FLeC Order. that North Carolina specific data is the moat
forward-looking and reaonable. and is thus SUJ*ior to defllult inputs. n..ror., the
Commission ordered GTE to I'8ftec:t c.olinaiCentnll's state apecific coeta for material and
installation cests for loop fIXed costs. structures (base cest, cest adjustment. and
installation cost), and mIIleriai end installation costs for handhol.., manholes, adder, and
conduit in GTE's FLEe study.

~••IIlJ~UD.l••Ii· n.Commission adopted, in Section 30) aft PIlQe 38 _.
of the FLEC Order, the Public St8ffs recommenc:lation in this regard. ",. Conni...,
concluded that C.-oIinaicentrars propo.ed inpute to the Switching~ F....TIIbIe
should be used by GTE .. its inputs to the BCPM 3.1 and that GTE Ihould use the inputs
developed by C&'OlinaiCentral of 0.0128 for land loading, 0.1479 for building loading, &lid
0.0476 fo'f the common equipment/power factor.

Motkm for Recon.isltratlon:

SiIii. GTE stated in its Motion for Reconsideration that the Commission Order
requires GTE to use CarolinaiCentr'81's costs for mat"a' and instaHation, and switching.
GTE stated that GTE's cost must be the basis for calculating the coat of providing service
in the Companys serving ..... in North Carolina and where GTE Ma provided
company-specific inputs, they IhoukJ be used..GTE argued thIIt one principal purpoM of
regulation is to ensure that the regulated company is given an opportunity to recover its
prudently-incurred investment and operating costs plus a reasonable profit. GTE believes
that the use of GTE-specific costs is the only way to ensure that GTE'sfo~ooking
economic costs are calculated correctly.
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INITIAL COMMENTS'

AT&T: AT&T stated in its initial comments that GTE's request for reconsideration
of the decision requiring it to modify oulIide plant mlllertal and installation COlts, support
ratios, switching inputs, n~ is nothing more that yet another vehicle for GTE to
press its anti-competition, rnaI<e-whOI. pOsition. AT&T'iUItecI that GTE". Motion provides
no evidence or even argument that the input valu.' It propoees reflect the costs of an
eftIcient provider in GTE's North Carolina territory. AT&T believes that GTE's argument
that anything 1_than full recovery of costs and maintenance Of historic revenue levels
canetitutes a breach of the regulatory'ccmpllCt. is without merit. Further, AT&T stilted that
the Commisaion's determination th8t farw8rd-looking economic colts be used to calculate
the costs of universal service is neither unjust or unreuonabie. For these reasons, AT&T
argued that the Commission should deny GTE's Motion as to this issue.

NCCTA: The NCCTA recommended that the Commisaicn deny BelISouth's, GTE's,
and C8raIinaiCentral's Motions for Reconsideration in their entirety. The NCCTA argued
that the Commission Order reflects careful analysis of a mountain of written 'and oral
evidence and that none of the issues raised by the ILECs in their Motions for
Recaneidenltion raise new evidence or other matters which were not fully debated during
the proc:eecIing.

REPLY COMMENTS

No Reply Comments were filed on this issue.

DISCUSSION

GTE simply stated in its Motion for Reconsideration that the Commission ordered
GTE to use CaroUnaiCentnll's costs for material and installation and switching. GTE
argued that where GTE has provided company-specific inputs, they should be used.
HON8V8r, the Commission notes that GTE refleded the BCPM 3.1 default values for both
materiat and installation and switching. Therefore, GTE did not itself propose GTE
company-specific data in this proceeding for these items.

CONCLUSIONS

The Commission concludes that it is appropriate to deny GTE's Motion for
Reconsideration in this regard.

FINDING OF FACT NO.3· SUPPORT BATIOI

Commission Order. The Commission concluded, in Section 3(e) on page 28 of the FLEe
Order, that it was appropriate to adopt the Public Staffs recommendation in this regard.
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The Commission concluded that the~e support ratios for Furniture investment
and Office Support investment were u follows:·

11.&.
8etiSouth
c.oUnaiCentrai
GTE

EYIiIIa .
0.125%
O.208'At
O.2OK

~
.O.281%.~, _,
0.578%
0.578"

. .

",.. approved factors were the urn•• the ILEC, had prapoaed with the exception of
GTE.

iIii. GTE stated in its Motion for Reconsideration that the Commission ordered
GTE to UI8 CwinalCentrars inputs far materi8i end inltallation, support ratiOl, switching
discounts, and certain other ....... in GTE's reviled BCPM 3.1 filing. GTE stated that
GTE's COlt mutt be the ba8iI far cala.l1ating the cost of providing seNiC8 in the Comp8ny's
serving ... in North c.olina 8nd wtMn GTE twa provided c:cmpany-specif inputl, they
should be used. GTE argued that one prinap.l pu'pOI8 of regulation is to .....hit the
regulated company is given ., opportunity to recover its prudentIy-incurnMi invttltmMt Md
operating costs plus a reaaonabIe prafit. .GTE believes that the u.. of GTE-spec:iftc colts
is the only way to ensure that GTE's fol'WMi-looking economic costs are calculated
correctly.

INmAL COMMENTS

AT&T: AT&T stated in its initial comments that GTE's requeat for reconsideration
of the decision requiring it to modify outIide plant material 8nd installation coats. aupport
ratios, switching inputs, and ....... is nothing more that yet another vehicle for GTE to
press itsanti~, rnake-whole position. AT&T stated that GTE's Motion~
no evidence or even argument that the input values it propol•• retied the C08tS of an
efficient provider in GTE's North Carolina territory. AT&T believes that GTE's argument
that anything less than full recovery of costs and mainten8nce of hiItoric~ levels
constitutes a breach of the regulatory compact, is without merit Further, AT&T stated that
the Commission's determination that forward-looking economic costs be used to calculate
the costs of universal service is neither unjust or unreasonable. For th... reasons, AT&T
argued that the Commission should deny GTE's Motion as to this issue.

NCCTA: The NCCTA recommended that the Commission deny BelISouth's, GTE's,
and Carolina/Central's Motions for Reconsideration in their entirety. The NCCTA argued
that the Commission Order reflects careful analysis of a mountain of written and oral
evidence and that none of the issues raised by the ILECs in their Motions for..

8

, .



Reconsideration raise new evidence or other matters which were not fully debated during
the proceeding.

PUBLIC ITAFF: The Public Staff stated in ita initial comments th8t GTE is
requeeting th8t where it hal provided COtnJ*1y-speciftc inputs. they should be UIed
beaIuIe they contain implicit subsidies baled on actual celts. The Public Staff renwked
that there is nothing in the Ad. that guarantees an ILEC recovery of embedded coats or
that prohibits a state commiuion from reviewing an ILEC's COItafor~.
either in the agg~e or by specific account. before using them to determine the coats
of an efIIcient pn:Mder in ... ILEC's .-vice territory. The Public Staff did not recommend
any chqH to the Commia.ion Order in this regard.

No party flied Reply Comments on this issue.

DlICUSIION

The Commiaion Order adopted the Public Stafrs recommendation in this regard;
i.e., COf1Iic:*ing the similarities between GTE and Carolina/Central, GTE's support ratios
fer the calculation of its Furniture andOfftce Support investments should be the same as
those proposed by CarolinaICemral which are 0.209% and 0.576%, respectively. The
CommillionJs Order stilted:

It•••the support ratios propOI8d by GTE for the Furniture and Otftce Support
investments are substantially higher than those proposed by BenSouth and
Carolina/Central: more than six times higher fQr Furniture investment and
more than four times higher for Office Support investment. The Public Staff
stated, in its Proposed Order, that it could not rationalize such a disparity
and therefore recommended that the support ratios inputs into the BCPM 3.1
for the calculation of GTE's Furniture and Office Support investments should
be those proposed by Carolina/Central. ..."

The Commission finds no evidence or any argument in GTE's Motion that would
support an amendment to the Commission Order in this regard. GTE has made no
showing that the input values it proposes reflect the costs of an efficient provider in GTE's
North Carolina territory. Thus, GTE's support ratio inputs should remain the same as
those previously approved in the Commission Order issued on April 20, 1998.

CONCLUSIONS

The Commission. concludes that it is appropriate to deny GTE's Motion for
Reconsideration in this regard.
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~ The Comrniaion concluded, in Section 3(f) on page 31 of the FLEC
Order, that the ILECa should be required to input structure sharing percent8gellnto their
cost model. that 1811 midway between their prapol8Cl percentages and the~ .r •. ,....

proposed by AT&TIMCI in the Hatfield Madel (HM) 5.0;
.. 'J...

•

. :. .

.-.uIImii. BelISouth qued In its Motion far Reconaidenltion that '"
Comml.ronhadno credible record evidence to support the setting of structure Itwing
~ in the manner, and at the level, set forth in the Order. BeIiSouth stated that
the ILEC. all advocated a percentage of structure sharing input based upon their
reepectivl current actual operating experiw1ce and that the source of the structure sharing
~ advocated by the ILECs was clear and that the percentages were baled on .
current reality. aenSouth argued that the Hatfield Model included a projected - or
hypothetical - future sharing percentage that wei ba.ld on nothing more than unsupported
conjecture. aeliSouth asserted that there was no serious evidentiary challenge to the
structure supporting percentag.. advanced by the various ILECs.

Addition8IIy, BelIScuth ItatId hit, "Be&lScuth believes that all~would I'88diIy
agree thIIt the opportunities for sharing will not be equal in all p8I'ta in the state. In oth«
words, it is highly unlikely that one or more new entrants will duplialte the entire local
network. To the COl atrary. the greatest likelihood is that future, facilities-b8sed competition
will develop in the more densely populated ...... because, along with 8CC8I1 to greater
concentration of ILEC revenues, competing carriers can serve those __ with fewer
facilities. II aeliSouth stated that the inescapable fact is that th.... is simply no record
evidence to quantify the am,ount of increased structure sharing that may occur in a future
competitive envir'90ment in any -.at either densely populated or spa.....y populated and .
that the Commission should amend the FLEC Order to rely upon only credible evidence
regarding structure sharing offered in this manner.

oIoolI.I~.. Carolina/Central stated in their Motion for Reconsideration
that the Commission's decision on structure sharing was inappropriate for three reasons:
(1) the "split the difference- methodology adopted by the Commisaion encourages the
parti.. to take extreme positions rather than realistic positions, not only in this proceeding
but in future proceedings; (2) the structure sharing inputs proposed by Carolina/Central
are generally higher than thole of the other participating ILECs, and are based upon
projected future opportunities for sharing the cost of constructing cable facilities; and
(3) the "split the difference- methodology has a prejudicial impact upon Carolina/Central
in that it assigns the highest incidence of structure sharing, and thE? least cost retention to
Carolina/Central (in cOmparison to BellSouth and GTE), despite. the fact that
Carolina/Central have a higher cost of service than BellSouth and GTE.
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ilI& GTE .....d in ita Motion for Reccnlderation that there is no evidence in the
record to support the structure Itwing percentages required by the Commlsllon Order.
GTE a••I..-d that the percentageI UIed by the ILECI .. IOlidly grounded in actual
operating~ and .. .-tittle. GTE ItIIted that the perclntageI advacItId by
AT&T ..Mel Tetecormnunications Corpof8tIon (Mel) are speculative at belt and not
grounded in ~I ......ence _ned from operaIng local exctw1ge facIIltIeI. GTE
Q.IId that the Commi8aion ... impalld an Impoilible Objective on GTE and that such
~..wholly un....llstic and irnpoISibIe to achieve. Finally, GTE concluded that
ttwe is no support in the record for such a con~Ulion, nor is there any discernible logic
to anive at such a conclusion.

6DIi AT&T stated in its Motion for Reconsideration w Response to BeIlSouth's
Revised BCPM 3.1 Coat Study that the Cornmi.ionls Order recognized the widely
di~rat.structure sharing ratios proposed by BetlSouth and the other J*tiea. AT&T·
stated th8t after careful consideration the Commission concluded that BellSouth should
be required to estIIbtilh structure sharing inputs for their colt models that fall midway
between those proposed by BeltSouth and those proposed by AT&T in the Hatfield Model
5.0.

INITIAL COMMENTS

AT&T: AT&T _..-ted in its comments that the ILEes' contention that the
Commission's decision was not based on evidence of record reli.. on ,_ faulty premise ­
that the ILECs' alleged historic structure sharing levels establish as a matter of f8ct the
levets that efficient providers in a competitive market will achieve. AT&T stated that the
reeo~ is full of evidence that competition will exert pressure on telecommunications
carriers to share structure costs where no such pressure existed before. AT&T asserted
that the Commission rfghtfully rejected the ILECs' proposed values as unreasonable and
adopted values it betieved better reftected the forward-looking environment. AT&T argued
that none of the ILECs' Motions, for all their rhetoric, cite a single transcript. piece of
testimony and/or document to support the contention that any ILEC or an efJicient
newcomer ever would tolerate these levels of sharfng in a competitive market

NCCTA: The NCCTA recommended that the Commission deny BeIlSouthls, GTE's,
and Carolina/Centralia Motions for Reconsideration in their entirety. The NCCTA argued
that the Commission Order reflects careful analysis of a mountain of written and oral
evidence and that none of the issues raised by the ILECs in their Motions for
Reconsideration raise new evidence or other matters which were not fully debated during
the proceeding. The NCCTA argued that the Commission reasonably concluded in its
Order that structure sharing would likely increase with competition.
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PUBLIC STAFF: The Public Staff sUIted that the Commission Order presumes that
the ILEe. will~ inctMI•• in atructura Itwing in the low a.neity nnl ..., U
well. the hW1 denIIy LIt.n __ d .............by BaHSGuth. The Public Staff
Itllld that it bel that thia~ hal nwit. The Public StIII ••••rted that wilke
ottw UW inputs. oppartu'IiIIII far atruc:U811Wing.. 18rIIIY apecuIaIiYe~... ;.,.......
c:Ieptnd onm outIide the control of the ILECa, nII'fteIy. the tlbilily a1d ........ .
of .,.ctric utilitlel and CIIbIe compIniea to ...both uiating n MW facilities will the .,
ILECa. The Public StIlI c:or.cluded tIwt while atructure llwina ... be epected '.to
ina •••• in ..... r1IPkIY glo......... it ia not likely to occur in the rMgnitude·MaUmed .
by the Commiuion Ord« for the foreMeabIe future.

RIPLYCO_INTI

CAROUNNCENTRAL: C.-olinaiCentral stated in their reply commenta that the
strucb.n sharing inputa included in the BCPM 3.1 by C..aHnaICentnII .., in 101'I18 CIt.'.,.
subatantially~ than theM currently or hiatoriCltlIy .....acl by C.-oliNllCentrai.
Carolin-'Central ....-ted that they have included • gIIWOU8 and r8MONIbIe. level of
atruc:U81har'ing in deYeIcping Model inputs thIIl reflect the poeaibility of gr.... atructure
sharing in the future. Carolina/Central argued that they should not be penalized for
including a reasonabl. eatimate of the 'evel of cabl. construction colt sharing by
employing a -split the ditf~· methodokDtY for ., four ILECa in determining the
structure sharing inputs fer the BCPM 3.1. C.-alinalCentnll stated that AT&T's commenta
in this matter .... ftawedbecauae they do not acknowledge the .....Iatory~
~'icable to C'OUnalC.... carolina/Central argued that AT&T cMreprded the. f8ct
that both Carolina and Central have been under price regulation p..... since July 1988.
Carolina/Central stated that a price regulation plan ia not a coat plus ....·lIation
methodology and doea not limit the benefits that can be realized from coat reductions.
Carolina/Central argued that under price regulation, c.olinaiCentraI have subatantial
incentives to share construction costs to the maximum degree pouible. Finally.,
Carolina/Central pointed out that the Public Staff agreed with Caroiin8lCa1traI in its
comments on several aepecta of strucbJre sh8ing. Carolina/Central continued to believe
that the structure sharing asaumptions ordered by the Commission are not indicative of
any current or projectecl operating circumstances that could be realized within the
operating area of either company.

DISCUSSION

Several partie. raised valid points on this issue. Carolina/Central argued that the
structure sharing inpute proposed by Carolina/Central are generally higher than those of
the other participating ILECs, and are baaed upon projected future opportunities for
sharing the cost of constructing cable facilities. Carolina/Central did propose structure ..
sharing percentages that were higher than the percentages of BellSouth and GTE.
Carolina/Central also argued that the "split the difference- methodology has prejudicial
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i""f*l upon c.otirwlCentrai in that it assigns the highest incidence of structure sharing,
and the least cost retention to Carolina/Central (in comparison to BeliSouth and GTE),
despite the fact that Carolina/Central have a higher cost of service than BellSouth and
GTE.

BelISouth's aaertIon that.... islimpty no reCord evidence to quantify the amount
of increM8d stNcture .ewing that may occur in a future competitive environment in 8nY
..., either deNeIy popuIalIIcI or tparMlypoputated, is not a valid point. AT&T and Met
pre••nted structure Itwing J*C*..... baled on their tICI*l projectional just as the
ILECs did. No party aIn predict the fub.n and, ttw8fore, an 8bIotuteIy correct
forwwd-looking percentage for structure sharing Cllnnot be known.

The Commission notes that BeIlSouth itself stated in its Motion that ·BellSouth
believes that all parties would readily agree that the opportunities for sharing will not be
equal in all parts in the state.· However, BeIlSouth did not recommend structure sharing
percentages that vary based on density (See Appendix A, Page 2).

The Commission note8 that while no new evidence W8I p ••entad on this issue, the
parties have made valid points. The Commission believes that there will be increued
structure sharing in the future; the problem is determining the most accurate percentages
to use in the models. By analyzing the structure sharing percentages UHcl by the parties,
carolina/Central did propose higher amounts than did BenSouth and GTE. Additionally,
c.olina/Central proposed structure sharing percentages that recognized that more of the
costs would be borne by parties other th., the ILEC at higher density zones, as presented
in Appendix A, pages 1 through 3. For feeder conduit and distribution conduit, BellSouth
recommended 99% at all density zones; GTE recommended 100% at all density zones;
and Carolina/Central recommended varying percentages from 100% to 85% based on
density zones with 100% at the 0-5 density zone and 85% at the greater than 10,000
density zone. For buried cable (feeder and distribution) the same pattern holds true!
BeliSouth recommended 100°-' for buried feeder and 99% for buried distribution at all
density zones; GTE recommen,ded 93% for buried feeder and distribution at all density
zones; and Carolina/Central recommended varying percentages from 100% to 85% for
buried feeder cable and 1000A. to 80% for buried distribution cable based on density zones
with 100% at the o-s density zene and 80% at the greater than 10,000 density zone. The
Commission believes that it is appropriate to recognize increased sharing of structure
costs in areas of higher density. Therefore, the Commission believes that
Carolina/Central's recommended strudure sharing percentages are more appropriate
since they assume that at higher density zones, greater strudure sharing will occur.

The Commission believes that it is reasonable to establish structure sharing
percentages based on the percentages presented by Carolina/Central. These
percentages are reason~le and recognize increased structure sharing at higher density
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zones. The Commission believee that th_ J*C8I'1tages are more reasonable and
appropriate to be used in the FLEe ltudi•.

, .. ~ -
CONCLUSIONS

The Commi.ion concludes that it is appropriate to deny BelISouItfs--.,cfGTE's
Motionl for ReconIiderIIIIon in thll ,......eS, - require BelISouth 8nd GTE to use the
structure llwing percentaoef 0f'IgiIwI1y propoeld by c.oIiwICentraI in their FLEe
studee. The Corrmillion IlIIIo QlMtI~IMotion for~ in this
,......eS. TheI.rtn, the Commillion, through thll Order, is amending ita FLEe Order
issued April 20, 1918, by incorpcnting • finding th8t the appropriate ItnJclure sharing
percentages for BeliSouth, Carolina/Central, and GTE are the percentages proposed by
CarolinalCentral.

CgmmIaIon Q.uaIG The Commiaion concluded, in Section 3(h) on P8lQ8 35 of the FLEC
Ord_. that it was appropriate to adopt the Public Std's recommendation in this regard.
The Ccmmission concluded that the appropriate CIlbIe sizing fllctar inputs VtW'8 • follows:

~
BeliSouth
Carolina/Central
GTE

filii[
73.1%
89%
89%

~
66.7%
85%
65%

These approved factors were the same as the IlECs had proposed with the exception of
GTE.

r on:

.r'I"I!SA'. Carolina/Central stated in their Motion for Reconsideration
that the Commission appwently did not realize that the cabte sizing factors .... not the sole
determinant of the objective cabte utilization ratios. Carolina/Central noted that the BCPM
uses two user-adjustable inputs to provision the number of distribution cable peirs:
(1) distribution pairs per household and (2) cable sizing factors. Carolina/Central
requested that the Commission Mlend its Order to reflect that the appropriate cable sizing
factor input for Carolina/Central should be 66% for distribution cable, rather than 85%.
The objective of this proposal is to produce a cable utilization ratio for Carolina/Central
that is comparable to that of aenSouth and GTE.
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INITIAL COMMINTS

AT&T: AT&T It8Ied in ita initiall c:amrnerltJ that C-elinelCentraI are requeMing the
Commiuion to~ its decision and find that an input value high« than 1.4 distribution
pairs per household i. appropriate. AT&T argued that a higher number is not supported
by the evidence in the C8I8 and would be inconsistent with residential usage patterns
obIIrved in North Carolina. AT&T noted that forMIrd-iooking utiliz8tion I'IItes should be
higtWhi'.... in •~ envirarll1W1t Ind that comptItitfon produces incemivea to
m-. all =-. Coneequently, AT&T ....-ted that etlici8nt C81Ti.. in a competitive
m.ut will elimi,nate .......... capecity to en... that the coat of carrying 8pare
capecity will be lea than the colt of rell tfordng the nelworkr lince they, not consumers,
will ~ the caetI of ._ spare eapecity in a competitive environment. AT&T
rTMIintIIinect that without the need to account for theM cotta through Clbl. sizing factors,
the cable sizing factors and utilization rates obMrved in BCPM should be higher than
thoee observed historically. For these reasons, AT&T argued that the Commillion should
deny Carolina/Central's Motion as to this issue.

NCCTA: The NCCTA recommencIed th8t the Commission deny BelISouth's, GTE's,
n CWirwJCn'al's Motions for Recorwidenltion in their entirety. The NCCTA argued
that the Commiuion Order reftects careful analysis of a mountain of written and oral
eYiclence and that none of the i...... railed by the ILEC. in their Motions for
ReoanIideIlItion raiI8 new evidence or other matters which were not fully debated during
the proceeding.

PUBLIC STAFF: The Public Staff stated in its initial comments that
Carolina/Central are suggesting that when the Commission adjusted the number of cable
pairs per household from 2.0 to 1.4, it should have changed the distribution cable sizing
factor from 85% to 66% to achieve a utilization ratio comparable to that fer GTE and
8elISouth. The Public St8ff stated that they believe that Carolina/Central's argument has
merit and that there is no basis for a large difference between the utilization ratios of
Carolina/Central and those of GTE and BenSouth. The Public Staff advocated that
changing the distribution cable sizing factor from 85% to 66% as proposed by
Carolina/Central would result in comparable utttization ratios.

REPLY COMMENTS

CAROLINA/CENTRAL: Carolina/Central stated in their reply comments that
AT&Ts comments completely mischaracterized the reUef they were seeking as they did
not ask the Commission to reconsider the finding on distribution pairs per household.
Instead, Carolina/Central are asking the Commission to reconsider the cable sizing factor
for distribution facilities and to adjust the factor from 85% to 66%., Carolina/Central noted
that the Public Staffs comments on their Motion for Reconsideration supported their
request. Specifically, Carolina/Central stated that the Public Staff commented that there
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is no basis for the large difference in the ctlble utilization ratios ordered for
C8roIinalC..... wIwt compnd witt the utilization t'8tioI ordered for BelISouth and GTE.
and that the C8bte sizing fIaor reduction prapoMd by C8rOIinaICentra1 would produce
comp8I1Ible distribution Cllble utiliDtion ratiOl. _. " ,-,~:~i~".·

...... . ..•...
DllCUIIION

. ---.". ~ ~ .':...:('y;"..... .. " ..

. --~.' .. -".

".. I J . .,r'; '.- ',~ ~ ....,.• :\ .. :, , .

'The CommiaIian Order~..PuIIIic swrs ortolnaI NlCOmIMndItionin this
retft; i.e., an 85" QIbIe sizing fIaor input for dIIIributian facilities was CONidered
8PPf'OPtiate for C.clinaiCentraJ aneta factor of 1.4 dllb'lbution pairs per hculhold WIll
found appropriate for all three ILECI. A1tfIt considertng CaroIinalCentrars Molton for
ReconaidenItion, the Public swr is now recomrnendil1g a ctwvt in CaroIin8IC..maI's
distribution cable sizing factor from 81.. to 88% in order to achieve a utilization ratio
comparable to that for'GTE and BeIiSouth.

CaroIinalCentral commented that the rM80n the cabfe sizing factor was ortolnaIly
proposed at the very high level of 85% for diltribution cable was to compensate for the
BCPM default input of 2.0 pairs per houMhofd, n thus produce a reaaonabIe cable
utilization ratio. The high level of c.alin8lCentral'1 diatribution CIIbIe sizing fMtOr was
acknowledged in the Comrniaaion Order. SpeciftCllily, U. FLEe Order stilted that
·CninllCnrW's Cllble sizing factor for distribution, while higher. ia .....the upper Met
of the default range.- TheC~m~ordered • modification of the GTE fe...CIIbIe
sizing factor to replicate Carolina/Central's cable sizing factor input for feeder calM, but
did not require the same replication for the Carolina/Central cable sizing factor for
distribution cable. Instead, the Commission found that 65.. was In approprta cable
sizing factor for GTE for distribution.

The Commission agrees with the Public Staff that there is no bail for • large
difference~n the utilization 11Iti08 of C.-olinaiCentraI and thole of 8eMSouth~
GTE. Changing the distribution cable sizing factor input from 85% to ee~ a proposed
by Caroiina/Central, will result in comparable utilization ratios.

CONCLUSIONS

The Commission concludes that it is appropriate to grant Carolina/Central's Motion
for Reconsideration in this regard. Therefore. the Commission, through this Order. is
amending its FLEC Order by inc:arporating a finding that the appropriate cable sizing factor
input for distribution cable for Carolina/Central is 66%.

. ,

CommiHion Orde-G .Tlie Commission conduded, in Section 3(k) on page 41 of the FLEC
Order. that it is appropriate' to require the ILECs to select economic lives and future net
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salvage percentages that are within the Fedlnl CommuniQltlons Commillion
(FCC)oeuIhariZed ,..,... in order to comply with Crtterion No. 5 of the FCC's p.-cribed
ten c:cIIt4tudy c:rtteria. For buiIdirtgI, in which no~ exllta. the Commission concluded
that the IlEC, may u.. their propoaect inputs.

•

'. ~ . to· • ",'

alii. GTE Itated in bMotion for Rec:oneidntion that it requeiW the Commillion
to reconeider ita concIuaion with AIIPed to deprectMion rat.. and allow the use of
economic Ilv. that GTE currently reft** in '" financial results presented to investors
and others. GTE stilted that its depreciation rat.. are not regulated by the Commission
and are. in some CU., higher than the rangee approved by the FCC.

6IAIi. AT&T stated in its Motion for Reconsideration that BenSouth adjusted all
economic "vee and salvage percentage inputs that had previously been within the FCC
rangM to .,. lowest poasibl. inputs permitted in the FCC range. 8nd that its ac;ttons are
inconsistent with the spirit, if not the intent, of the Commission Order. AT&T argued that
BeUSouth made these changes without being directed to do so by the Commission and
without~ bringing these ch8ngeI to the attention of the Commission or the I*ties.
AT&T a...rted that BeIiSouth·s inputs are unsupported by the record in this cue and
should nat be permitted to stand.

INITIAL COMMENTS

BELLSOUTH: BellSouth argued that AT&rs "complaint" that BeliSouth's revised
economic lives and salvag. values violate the spirit, if not the intent, of the FLEC Order
is i......ev8nt a.,ISouth steted that the FlECOrder does not give any indication that the
reviMet inputs in question must 1811 at the to;p, middle, or bottom of the FCC-authorizecI
ranges. The Commission left the determination of the appropriate economic lives and
s.,v...· values, within the FCC-authorized ranges, to the discretion of the flEes.
BellSouth stated that AT&T finds impropriety where none exists and that AT&rs Motion
for Reconsideration should be dismissed. .

AT&T: AT&T....-ted in its comments that the FCC depreciation rates reflect the
UIe offocward-looking technology and are unbiased toward any party. AT&T stated that
GTE's Motion for Reconsideration on this issue should be dismissed since GTE's
arguments are the same as presented in the hearing in this docket that the FCC rates do
not reflect the costs actually incurred by GTE. AT&T concluded that the Commission
correctly rejected GTE's reliance on depreciation rates that are too short and recover
investment faster than an efficient competitor could in a competitive environment, and,
accordingly, the Commission should deny GTE's request to reconsider its adoption of
FCC-prescribed lives.
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AT&T also ...-ted in ita cornnwltI that the Commluion .hould requ.... 8eI1South
to c:ampIy with the FLEC Order, n macIfy..thole~1_ (n:I COIta) which
were nat forNard.Iookk:'; i.•., outaide theFCC~ 1WIgM. AT&T cIIIIl'I'Itd that
B8IIScuth did not comply with the Commillion Order Md, inltilld, performed a~Ie
rewrite c:I all c:I ita propc.ed depreciaIlon lives with the IOIe intent of maximizing COItI that.
uItit'nIRIy, Nar1h Carolina canlUlT*l will bear, and without ......_Ita prior•••rIioriI·~· ,.:
that the -vue- economic liv.. (Met reeulting coati) of its _ets frequently lay IIIIewtwe
in theFCC~...,.e.. AT&T.,.... hit the CammiaIion IhouIcI requki that
....., CGf..ply with ita AprIl 20, 1-' FLEC Order, and modIfY IIIIIthaee dIInciaIIon
Ir.. (Ind COItI) Vtt1ich were not fcN;.-c:I-Ioakq (i.•• autaide the FCe-auttrorIZed ,...oe.).

NCCTA: The NCCTA~ that..Conmillion deny ....ScUh'., GTE's,
and C8roIinlllC....I'. Motions for Reconsider8tton in their entirety. The NCCTA argued
that the Commillion Order rIIftecta anful enaly8ia of. I'nOU'1tain of writ., Mel enl
evidence and that none of the i...... rai8ed by the ILEC. in their Motions fOr
ReconaidInICion raise new evic*1ce or other matWs which went not fully d8bated during
the proceeding.

PUaIC STAFF: The Public St8If stated that it beI__ tIwt FCC'.~
th8t dIpIeciation rates must be within..lished r..- i. clear ~. The
Public St8If stated that no M\OU'1t of evidence in this proceeding. to the ecanomic IIYee
currently used by GTE or any other IlEC alters the FCC'. criterion.

REPLY COMMENTS

AT&T: AT&T.-ted_ in its reply comments that BetISouth ignored the Ipirit and
intent c:I the Commillion Order when it selected, with no support, vall..- in virtually..,
cue at the bottom of the FCC rang... AT&T argued that the net erect of Ie1I8ou1h'.
quiet change was to incr- BeliSouth'. univ.....1l81'Vice coat _n a.,ond what the
Commission imended, cI..ny exceeding the Commission'. mandate. AT&T stated that
BelISouth did not ack:IrMI the total lack of support otr.ed by BeltSouth for changing lOme
of the economic lives and salvage value. from aellSouth'. original propoI8l to the 10MISt
possible values in the FCC-prescribed ranges. AT&T asserted that BelISouth h. offered
no evidence for the quiet reduction nor any defense that its action was ordered by the
Commission. AT&T stmed that BellSouth's unwilli~ to even ectdI- tftit· illU8
~ louder th8n words R that 8eIISouth understands u.t its actions .. at odds with
the Commission's intent. AT&T requested that the Commiuicn direct Bet'South to submit
a second revised version of BCPM 3.1 in which the inputs for depracilltion are no lower
than those offered by BeliSouth in its colt model offered at the hearing.

. ,
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DIICUSIION

The objective of the CommiSlian's decilion in this regard was to Msure that the
.ecanomic Iiveln...va. UIed in the FLEC stucIIeI would comply with the FCC's
Criterion No.5. The CommieIion's FLEC Order cIoeI not specifically state that the ILEC.
should 5IJltt change tho.. economic lives and salvage values outside of the FCC's
preecribed ,.... to ."ounts within the FCC'. ,. tgeI. However, the Commiuion agree.
with AT&T that Bell8ouIh's nMIed economic fives and _Ivage values .. not In the spirit
of the CommiulOn's Order. Additionally, the Commi.ion notes that itI FLEC Order
implicitly intended to order the fLEe. to ..... only"e,.. that were not already
in 1M FCC4uthorIzed ....... to fall within the FCC-authorized ranges.

M ARwdix 8, Pagee1 through 5 shows, CM>IIr181Central originally proposed two
FLEC studies: (1) Carolina/Central's preferred FLEC study with Carolina/Central's
proposed projected live. and future net salvage values; and (2) their FCC-S••ed FLEe
Study with projected lives and future net salvage values that all were at the lowest points
of the FCC-authorized ranges. ThenIIbre, when Carolina/Central flied their revised FLEC
studiee on April 30. 1998, the project8d lives n future net salvage values were the same
as tho.. previously used a. inputs in their FCC-SMed FLEC Studl... BelISouth also
proposed two FLEC studies: (1) 8elISouth'. preferred FLEC study with BelISoutn's
proposed projected lives end future net salvage values; and (2) their FCe-a-d FLEC
Study with prajIcted livellnd Mure net salvage values that were at varying points of the
FCC-authorized rqes and a few outside of h FCC-authorized r'8'1Q8S. 'M1en BellSouth
filed its revised FLEC study on April 30, 1998, it revised all of the projected lives and future
net _Ivage values to fall at theloweat points of the FCC-authorized ranges. GTE, on the
other hand, originally proposed one FLEC study reflecting a mix of projected live• .,d
future net ••Ivage values, some of which were lower.than the FCC-authorized f8n18S,
some of which were higher, and some of which fell within the FCC-authorized ranges.
When GTE filed its revised FLEC study on April 30, 1998, it revised all of the projected
lives .-1d future net salvage vaIt...- to the lowest possible rate. within the FCC-authorized
rang... The Commission notes thllt with the April 30, 1998 filing of the revised FLEC
studies, all parties l'8fIected projected live. and future net salvage values that were at the
lowest end of the FCC-authorized ranges.

Additionally. the Commission notes that BenSouth reflected in it. April 30. 1998
filing an e.timated life of 7.5 years for Special Purpose Vehicles which is outside of the
FCC-authorized range of 12 years to 1ayears for Special Purpose Vehicles.

Based on the evidence, the Commission finds that it is appropriate to grant AT&rs
Motion for Reconsideration in this regard and require BellSouth to re-file its FCC-Based
FLEC Study and revise only those projected lives and future net salvage values that were
previously outside of the, FCC-authorized ranges. The Commission also believes that it
is appropriate to require GTE to re-file its FLEe study and revise only those projected lives
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8I'1d future net salvage values that were origirWly outIide of the FCC-authorized ranges.
However. with regard to C8tOIinalCentral. the Comma.ion will not require them to revise
their .projected livea n future net .". '1-" • flied Api' 30. ·1911 since
C.cUrWCentnll did not re-ftte their FLEC Mudl. with projected It-. 8nd fukn net
........hit 't\W81/1fY dIIrerent from thole UI8d In their original FCC-B8I8d FLEC
Studies.

'CcncerninQ crie-. MotIon fOr~atian. tie CommiIaicn notes that GTE did
not ptl••nt -.y additional evidence to support its MotIon. GTE simply ia ,.....lting that
..Cammi8Iion ............ the~ and cMn;e ita decilion to allaw GTE to u.- its
propoMd economic liv. n IIMlge values. The Commilaion daM not believe that
GTE's Motion should be granted because the Commission fully analyzed all of the
evidence on this issue when it made its decision. and no new evidence has been
preeentecJ on the issue.

CONCLUSIONS

The Commilaion concludtts that it i. appropri.. to grw1t AT&Ts Motion for
Reconlideration in thia regard and to indudl both BelISoutI and GTE in the finding in this
reglWct. GTE ni BeII80ulh Ihould re-file1heir FCC-Bued FLEC Studi. and revise only
those prajected lives and future net salvage values that previously~ outakIe of the
FCC-a.Ithorized IW'IgeI to MY point within the FCC-authorized ranges. The Commission
denies GTE's Motion for Reconsideration in this regard. ~=. .

~ In Section 3(n) on pages e-54 of the FLEC Order, the Commission
noted that the FCC requited that the cost of cepital or rate of return used in a state's FLEC
studyrnust be either the authorized federal rate of return on interat8te services. currently
11.25'Aa, or the state'i prescribed rate of return for intrastate services. After concluding
that the FCC's authorized im.st8te overall rate of return of 11.25'Aa was inappropriate for
purposes of this proceeding (for the reasons stated in the FLEC Order), the Commission
stated its belief that the evidence contained in the testimony of the Public Steff with resped
to the rate of return issue is the most credible evidence in the record in this proceeding.
Therefore, the Commission found that the prescribed cost of capital for intrastate services
in North Carolina which is reasonabl,e and appropriate for use in determining the
forward-looking economic costs associated with providing universal services is 9.904%,
based on a capital structure consisting of 58% common equity and 42% long-term debt,
a cost of equity equal to 11.80%. and a cost of long-term debt equal to 7.38'Aa.
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g:[I£ GTE argued in its MotIon for Racon....ion that the Commiuion's
conclusion that the cost of CllPital is equal to 9.94", which'is more than 100 basis points
lower than the current authorized federal raun of 11.25", is not logiQII -.ct COl. IIty to
sound financial and economic principles presented in this case. GTE contended that it
pnllinted lUbst8ntial evidence that GTE'. Q.ITW1t cost of CllPital is well 8bove the current
interltllte level of 11.25% and perauasive evidence ttl. the coat of capital has incteesed
rather than decrea-.cl.

GTE also stated that since the FLEC Order requns the depreciation rateI to be
within the ranges approved by the FCC, at the very I.., the FLEC Order should be
consiItIInt and AllIed • cost of capital of 11.25% in order to be consistent with the return
approved by the FCC in ita Universal Service Order.

INITIAL COMMENTS

ATaT: AT&T SUIted in its initial comments that the Commission rejected the use
of the 11.25% rate of return, which was established by the FCC in 1990, because the
11.25% rate was based on historic, embedded costs. AT&T urged the Commission to
reject GTE'. attempt to recover coati of C8Pital ttl. do not reftec:t forvMrd.Iooking'
economic costs. AT&T also noted tt1at evidence at the hearing cs.nonabilled. anc:1 the
Commission concluded, that the FCC'. cost of capital of 11.25" W8S iNlPPf'OPl'l- due
to c::twvM in IT*kat f-=tors which have OClaIT8CIlince the FCC adopted the 11.25.. rate
of return such as a 242 basis point decline in Treasury bond rat., tower inflation rat..,
and lower allowed rates d return on equity for telephone companies. AT&T believes that
based on .such facto...., the Commission properly concluded that the appropriate
forward-looking cost of capital is 9.94%.

NCCTA: While NCCTA did not specifically address the cost of capital issue in its
initial comments, NCCTA recommended that the Commission deny GTE's Motion for
Reconsideration in its entirety becaus. the Commission Order reftects careful analysis of
a mountain of evidence and none of the issues raised for reconsideration produce new
evidence or other matters which were not fully debated during the proceeding.

PUBUC STAFF: The Public Staff stated in its initial comments that while the FCC's
requirement that depreciation rates be within FCC established ranges is clear and
unequivocal, the FCC expressly allowed for the use of a state-prescribed intrastate rate
of return and there was substantial evidence to support the Commiaaion's findings as to
the forward-looking cost of capital in North Carolina. Therefore, the Public Staff stated that
there is no inconsistency with respect to the Commission's findings on depreciation and
cost of capital, as argued by GTE.
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REPLY COMMENTS

No party filed Reply Comments on this issue.

Dt8CUSSION

.,

As explained in the Commission Order, evidence in the record shows that curr-ent
interest rates. current inflation rates, and the national average of the allowed returns on
equity for telephone companies for the first nine months of 1997 .. less than in 1990
when the FCC adopted the 11.25% overall rate of return. Despite this explanation in the
FLEC Order, GTE simply argued in its Motion for Reconsideration that "GTE presented
substantial evidence that GTE's current cost of capital is well above the current interstate'
rate of return of 11.25%" and that "the evidence presented by GTE is persuasive that the
cost of capital is increasing rather than decreasing." These statements are the entire
substance contained in GTE's Motion for Reconsideration as to why the Commission
should authorize a 13.12% rate of return for GTE.

GTE also .-gued that since the FLEC Order requires deprecialfon rates to be within
the ranges approved by the FCC, the FLEC Order should be consistent and allow the rate
of return to be 11.25%. However. as discussed in the FLEe Order and .pointed out in the
initial comments of the Public Staff, the FCC required that depreciation rates must be '
within the FCC-authorized ranges, while the rate of return must be either the authorized
federal rate of return on interstate services, currentfy 11.25%, or the state's prescribed rate
of return for intrastate services. Thus, the FLEC Order is consistent with the FCC's
requirements with resped to depreciation rates and rate of return.

CONCLUSIONS

The Commission concludes that it is appropriate to deny GTE's Motion for
Reconsideration on the cost of capital or rate of return issue.

IT IS, THEREFORE, ORDERED as follows:

1. That BellSouth, Carolina/Central, and GTE shall file revised FLEC studies
and spreadsheets refleding the decisions in this Order no later than July 10, 1998.
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